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At their latest presidential summit held March 9-10, the heads of state of the five Andean Pact
countries Bolivia, Colombia, Ecuador, Peru, and Venezuela approved a far- reaching overhaul
of the institutional structures that, since 1969, have governed economic integration among the
Andean nations. The Andean Group (Grupo Andino, GA) will now be converted into the Andean
Community (Comunidad Andina, CA), and the executive branch of each member country will be
given much greater influence over regional decisions regarding economic and political integration.
The overhaul will likely allow regional decision-making to become much more agile and efficient,
and it paves the way for the eventual formation of a common market among the Andean nations.
Nevertheless, major obstacles remain in the effort to push the free trade zone forward, especially
Peru's status since 1992 as a "conditional" member of the CA, which has allowed that country
to sidestep implementation of the common external tariff and customs union that the other four
nations have already adopted. In the 27 years since its birth on May 26, 1969, the GA also known as
the Andean Pact or Cartagena Agreement has gone through major transformations.
The pact originally included Chile, which resigned from the group in 1976, while Venezuela did
not become a member until 1973. Throughout the 1970s, the structure of the pact was based on the
free trade schemes of the 1960s that aimed to forge a protected local market for liberalized trade in
services and goods among the member countries, free from competition by outside nations. But, as
happened with similar arrangements in other parts of Latin America, by the early 1980s the Andean
Pact became virtually defunct as protectionist schemes gave way to a continentwide push to open
the doors to trade with more countries and integrate into the emerging global economy.
By the late 1980s, as market reforms took hold in all the Andean countries and economic integration
initiatives swept through the hemisphere, the Cartagena Accord members began a new push to
tear down trade barriers, both to fortify the Andean free trade zone and simultaneously to prepare
it for eventual incorporation into broader agreements with other trade blocs in North and South
America. The first major effort to revive the free trade zone began in 1988, when the five Andean
Pact members approved changes in the Cartagena Accord statutes, which mandated that foreign
investment be treated on an equal footing with domestic investment. That measure enabled foreign
investors to utilize and gain from intra-Andean trade. That same year, the member countries also
agreed to eliminate export subsidies and tariffs on goods originating from Andean Pact countries.
Then, in 1992, four of the Andean countries with the exception of Peru agreed to adopt a common
external tariff (CET) and a customs union, marking a huge step forward in the effort to forge a
fully functioning free trade zone (zero- level tariffs). The Andean nations had been negotiating,
unsuccessfully, the adoption of a CET and a common customs nomenclature since the Cartagena
Accord was signed in 1969. Still, the 1992 agreement was offset by Peru's decision that year to
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partially withdraw from the Andean Pact. Peru requested that the other countries allow it to
continue as a conditional member of the free trade zone, thereby enjoying the benefits of either
zero-level tariffs or reduced duties for its exports to its neighbors.
But rather than reciprocate by implementing the CET and the customs union, Peru was granted
a temporary waiver of compliance in exchange for a promise to negotiate bilateral trade accords
with each of the other four Andean Pact members. The bilateral accords were to compensate the
other countries for Peru's decision to maintain its own tariff structure independent of the CET. On
Feb. 1, 1995, the CET and customs union finally went into effect in the other four countries. The
CET is a four- tier structure that is set on a sliding scale, with a 20% tariff ceiling for all imported
goods. Depending on the product being imported, duties are set at 5%, 10%, 15% or 20%. The
primary goal of the CET is to keep tariffs low on raw materials, inputs, and capital goods needed for
industrialization, while setting higher duties on finished goods from third countries.
In contrast to the other countries, Peru maintains a flat 15% tariff on 98% of its imported goods.
The remaining 2% of goods mostly textiles and automobiles are charged a top tariff rate of 25%. In
fact, regardless of the special arrangement with Peru, the CET has yet to be fully implemented by
the other four countries. Bolivia the poorest of the Andean nations has been allowed to maintain
its own two-tier tariff system, with duties set at either 5% or 10% depending on the product. And
the other three countries all maintain a list of "exceptions" to the CET that are supposed to be
gradually eliminated. Nevertheless, notwithstanding the ongoing difficulties in adopting the CET,
the establishment of the common external tariff and the customs union has contributed to an
unprecedented boom in intra-Andean trade. Since 1990, trade among the Andean countries has
grown on average by nearly 30% per year.
By 1995, the value of goods and services traded among the five countries reached US$4.7 billion,
representing a 260% jump compared with 1990, when trade only amounted to about US$1.3 billion.
And, in addition to the climb in the value of trade, intra-Andean commerce is growing markedly as
a percentage of the region's total exports. Last year, goods and services traded among the Andean
countries accounted for 11.7% of the region's total exports worldwide, compared with just 4.1% in
1990.
Although trade among all five countries is substantial, Colombia and Venezuela account for the
lion's share of trade in the Andean region. According to preliminary estimates, trade between those
two countries reached US$2.1 billion in 1995 a 45% increase compared with 1994 thus accounting
for about 45% of intra-Andean commerce last year. In fact, Colombia is Venezuela's largest market
for nonpetroleum exports, with that country absorbing 29% of Venezuela's nonoil goods in 1995.
Given the immense growth in trade, plus the strides achieved so far in fortifying the region's free
trade accords, in mid-1995 the Andean countries began a new push to modernize and strengthen the
institutional framework that governs the Andean Pact. In September of last year, at the semiannual
presidential summit, the heads of the five Andean countries tentatively agreed to overhaul the
Cartagena Accord's administrative structure to improve the agility and efficiency of decisionmaking processes, and to broaden the scope of regional integration to include political as well as
economic affairs.
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As a result, at the latest presidential summit, held in mid-March in Trujillo, Peru, the five countries
formally agreed to rewrite the Cartagena Accord's statutes to convert the Andean Pact into the
Andean Community. The community will be governed by regional structures similar to those
instituted by the European Union (EU). Nine bodies will make up the regional institutional
framework, dubbed the Andean Integration System (Sistema Andino de Integracion, SAI):
Presidential Council, Council of Foreign Ministers, CA Commission, Andean Parliament, Andean
Court of Justice, CA Secretary General * Consultative Council on Business, Labor, and Cultural
Affairs, Andean Development Corporation, and Latin American Reserve Fund.
The most important change is the adoption of a Presidential Council and a Foreign Ministers
Council, which together will preside over the entire SAI. Until now, the Andean Pact was run by
a three-member council (Junta de Cartagena) made up of technical representatives designated by
the five Andean Pact members. Although the Andean heads of state have met semiannually since
1992 to review the progress in free trade, their decisions did not carry the weight of law within the
Andean Pact. Presidential recommendations had to be approved by both the Junta de Cartagena and
by the Andean Commission. The commission included the region's trade ministers and it generally
acted as an advisory panel to the junta.
Under the SAI, the presidents will now have direct responsibility for designing policy and ordering
its implementation, which is then to be carried out and supervised by the foreign ministers. In fact,
the junta will be completely abolished under the new structure and replaced by a secretary general,
who will be elected by the foreign ministers and will receive orders from them. A CA Commission
will be created with appointed delegates from each country, but its input will be largely consultative.
The new structure also calls for the Andean Parliament to be elected by direct vote in each country
within a period of five years.
At present, the Andean Parliament is made up of delegates who are simply appointed by the
legislatures of member countries. The SAI's creation, which must still receive final legislative
approval in each Andean country, is expected to grease the wheels of integration at all levels in
the Andean region. "The new institutional framework, which is a far superior structure compared
with the previous one, will accelerate integration by giving the community much greater agility at
all levels," said Peruvian President Alberto Fujimori. More important, it expands the concept of
integration beyond the realm of economic and trade issues to include social and political issues,
thereby laying the basis for the possible construction of a full common market in the future. "Above
all, the new institutional framework will allow us to pursue political integration in addition to
economic and trade integration," said Fujimori.
Added Bolivian President Gonzalo Sanchez de Lozada, "These are not just cosmetic changes.
Rather, this is an effort to move into new areas, particularly social and political affairs. Our goal is
to work toward total integration at all levels, free of time pressures but without pausing along the
way. This is a process very similar to the European Union, although ours has its own character and
dimensions."
Among other things, political integration will likely include much greater regional cooperation
in such areas as counterterrorism and the drug war. In fact, during the Trujillo summit, the
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Andean presidents decided to immediately create a regional coordinating body to manage antinarcotics programs in the Andean region. The decision to create the body the Grupo Operativo
de Coordinacion de Alto Nivel represents a rebuff of the US decision in early March to deny
"certification" of Colombia's anti-drug efforts (see NotiSur, 03/08/96).
"We recognize the concrete progress and success that has been achieved by the Andean nations
in the struggle against drugs, and, while we are aware that the policies must be pursued with even
greater conviction, we stress that those policies must proceed on the basis of shared responsibility,
strict respect for international law, and noninterference in the internal affairs of each country,"
reads a presidential declaration released at the end of the conference. Still, while the creation of the
CA and the SAI is universally recognized as a watershed event in Andean integration, the Andean
countries have yet to resolve the basic trade problems that have so far hindered the development of
a fully functioning free trade zone.
Peru's conditional membership in the CA remains unchanged, constituting the central trade
obstacle that must be overcome. So far, Peru has only agreed to improve its bilateral compensation
accords with the other Andean partners, even while it continues to enjoy the full benefits of the
free trade zone. Peru has promised to eventually "harmonize" its tariff structure with the CET, but
no time frame for Peruvian integration has even been discussed. "Peru is more an associate in the
regional free trade zone than a member," said one high-level diplomat at the presidential summit.
"As long as that country continues to participate on the basis of bilateral accords, the efforts to reach
an open multilateral regional market will be in vain. We continue to permit just one country in
the trade bloc to set the rules of the game. As a result, Peru controls the trade baton, and Peru will
decide when the appropriate conditions exist for it to truly participate in a liberalized market place
with the same obligations as the other partners." [Sources: LA/C Business Bulletin, Latin American/
Caribbean Business Development Center, US Department of Commerce (Washington, DC), October
1995; Reuter, 11/28/95; CEPAL News (UN-ECLAC), April 1995, March 1996; Notimex, 03/10/96;
International Market Insights, US Embassy (Lima), 03/12/96; Agence France-Presse, 01/09/96,
03/05/96, 03/06/96, 03/09/96, 03/10/96, 03/18/96; Inter Press Service, 01/13/96, 01/31/96, 02/08/96,
02/16/96, 03/05/96, 03/08/96, 03/09/96, 03/11/96, 03/12/96, 03/19/96, 03/23/96]
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